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How Can We Avoid 


A Depression? 


MR. BUCHANAN: How can we avoid a depression? 

MR. O’HAIR: It is not a question of whether or not we will have a de- 
pression. The question, as I see it, is to plan now and to adopt a program 
to avoid a depression. 

MR. ROBINSON: There are many things we can do to make a depression 
less severe, but a full cure is probably not possible. The dismal truth is: We 
probably shan’t do as well as we could. 

MR. CARMELL: The best way to avoid a depression is to stop inflation. 
The buying power of the American family is the floor under our entire 
economy. 

MR. KLINE: Yes, as a matter of fact, inflation and deflation are prac- 
tically the same thing. Our problem is to have a more stable general price 
level. 


MR. BUCHANAN: “What can you expect but a depression with all this 
easy money floating around. In my day you had to work for a dollar and you 
got a dollar’s worth for every buck you spent.” 

“Why worry about depression when there are more goods and more 
money than ever before?” 

“When the depression comes, there'll be plenty of homes and automobiles 
for everyone to buy.” 

Just yesterday I heard all three of these statements. And I wonder if the 
people who spoke so glibly really knew what they were talking about. As our 
economic system grows more complex its problems become more involved. 

Now, Mr. O’Hair, you have talked about the complex problem of avoiding 
a depression. I assume that you are dealing, then, with the causes of a depres- 
sion. Just what are they? 


What Are Causes of Depression? 

MR. O’HAIR: Depressions originate from different causes. The events 
that caused the last two depressions are unlikely to start the next one. And 
since the speed of approach 1s indeterminate, it becomes imperative now that 
government, industry, labor, finance and agriculture cooperate in a plan to 
achieve economic stability before a depression gains a foothold. 

MR. BUCHANAN: Mr. Robinson, do you think we can avoid a depres- 
sion? 

MR. ROBINSON: A depression will come sometime. We don’t know 
when, but one will certainly come. We have never yet found ways of stop- 
ping depressions. As a matter of fact, we are not sure we can make them 
much less severe. 

MR. BUCHANAN: Me. Carmell, as a representative of labor you are . 
especially interested in wages. I suppose that leads to the problem of infla- 
tion. Why do you think inflation is an important problem today ? eis 

MR. CARMELL: We think that the best way to avoid a depression 1s to 
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stop inflation, that the buying power of the American family is the floor 
bindet our entire economy. High prices today are eating into the reserves 
and the buying power of the consumer who alone can sustain production. 
Unless production is sustained, the government will have to step in, and 
if the government steps in it means higher taxes. 


MR. BUCHANAN: I suppose, Mr. Kline, that those in agriculture are 
worried about inflation, too. What do they think of this particular situation? — 


MR. KLINE: Agriculture is not particularly worried about inflation. We — 
are wotried about inflation primarily because it has always in the past pre- 
ceded deflation. In an inflationary period farm prices take good care of 
themselves, while in the depression farmers have a hard time because their 
prices go down and their costs stay up. 


MR. BUCHANAN: Just a minute, here, perhaps we are putting the well- 
known cart before the horse. We are talking about a depression but we — 
haven’t determined the symptoms. Mr. O’Hair, what are the symptoms of a 
depression? Do you think there are certain signs now in our economy that 

- would lead us to believe we are going to have one? 


MR. O’HAIR: I think we might be talked into one if there isn’t some 
change made in the predictions of certain economists who have been talking 
and predicting that we are going to have the worst depression that this coun- — 
try has ever seen. 


MR. ROBINSON: Three times we have been treated to forecasts of a 
depression. One came right after V-J Day. At that time the erroneous fore- 
cast was charged to government economists, and they were wrong. But then 
again in the fall of 1946 and in the summer of 1947 we were told that bad | 
times were coming, that we were about to have a turn. And both times we 
were wrong. I think that erroneous forecasts themselves have never made 
depressions. | 


MR. BUCHANAN: What are the symptoms that might lead to that | 
depression? What are we to look for? What breaks do you think might 
come about, Mr. Kline? 


Farmers Are Now Concerned About Depression 


MR. KLINE: I remember that last February, when wheat went off dra- 
matically in the face of extraordinary domestic demand and extraordinary 
shipments abroad, a good many people said to themselves, “I wonder if this 
isn’t it.” There didn’t seem to be any good reason for such a dramatic drop 
in the price of wheat. The economists themselves, of course, have a lot of 
measures to go by. Evidently these measures are not always right, because 
the economists are sometimes wrong. But as far as farmers are concerned, 
we could begin thinking there is going to be a depression because wheat is 
off $1.15 or $1.25, hogs are off $7 a hundred. 


MR. ROBINSON: There is one little characteristic of depressions, Mr. 
Kline, that is important. When your farmers lose their incomes because prices 
go down, Mr. Carmell’s labor gains because their dollars will buy more. This 
isn’t a case of all loss. 


MR. CARMELL: I disagree with that, Mr. Robinson, because, if farm 
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prices go down, the farmers can’t buy the goods that the workers make, and 
we can’t buy the farm products when our work stops. 

_ MR. ROBINSON: Don’t misunderstand me. I’m all for having good 
incomes in both of your groups. As a matter of fact, when we consider this 
problem of depression let us talk about it in terms of the whole economy. 
It is everybody’s times that are hurt when we have bad times. 

MR. BUCHANAN: I would like to know more about means we might 
take to avoid depression. What specific plans would you have to offer, Mr. 
O’Hair? 

MR. O’HAIR: I think one of the best ways to avoid a depression is to 
reach a stabilized economy. And I am inclined to the belief that the best way 
to. do that is to assure labor and agriculture of a living wage, and one that is 
fairly even. I don’t believe that we should have great periods of unemploy- 
ment. I believe that capital ought to consider that its labor force is probably 
its most valuable asset. And I think if management makes some agreement 
with labor that labor will be paid, it will do a great turn for labor. I think 
labor will have a different attitude toward industry. I think labor looks for 
stability more than for high wages. 

MR. BUCHANAN: What do you mean by this “living wage” you talk 
about ? 

MR. O’HAIR: I think the living wage ought to be sufficiently high to buy 
the goods of life and to maintain the worker’s position in the economy, 
whatever it happens to be at that time. It should be relative. 


Americans Must Plan for Prosperity 


MR. CARMELL: Mr. O’Hair touched a point on which I would like to 
elaborate. The American living standard has to be 50 per cent above the 
1939 level in order to operate industry at a full employment rate. In 1945 
the per capita real income was at this level, or about 54 per cent over the 
1939 level. Since then it has been so reduced by inflation that it now is only 
39 per cent above the 1939 level, and we are losing hold. We just can’t buy 
the goods that are being produced. 

MR. ROBINSON: Mr. Carmell, I hope we do have the burden of having 
a living standard 50 per cent above the prewar level. That is what we want. 
We want to enjoy better social welfare and better houses to live in. But the 
thing that amazes me is that we are using the words, assure a standard of 
living—to assure wages, and to assure prices. Can we, in our free economy, 
go around with assurance and a guarantee that we are going to have these 
good times? 

MR. CARMELL: Mr. Robinson, it would be a sad commentary on our 
system of government if in this land of plenty, this land of genius and inven- 
tion we cannot so plan our economy as to assure its people the American 
standard of living which is supposed to be minimum in our country. 

MR. KLINE: As a matter of fact I am confident, I am certain, that this 
high standard—where people have not only goods but leisure and freedom 
of choice with regard to what they do with their time and their money, and 
have money with which to buy things, and have things—is not assured by 
government. It is assured by the individual efforts of millions and millions 
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of people. The assurance which the government can give is always the i 
stabilization at a far lower level than individuals can work out, given a gov- | 


ernment that offers them only reasonable assurance of opportunity, not this | 
assurance at a high level. 

MR. ROBINSON: Mr. Kline, do you really believe that this whole sys- | 
tem of every person doing his best would avoid a depression? Do you think | 
that depressions are due to the fact that individuals fail? 


MR. KLINE: There are many, many elements. Among the elements are | | 


failures of individuals, without any doubt. But I think primarily we have © 
to recognize that there is a monetary aspect of inflation and depression. 


MR. CARMELL: I agree with Mr. Kline because the individuals operate | 


the system. If the system fails, the individual is at fault. Unless we can get |} 


our economy working to a point that the largest consuming groups, farmers _ 


and working men who compose the greatest part of American wage earners, |} 


can afford to consume, then you are going to have a depression. 
MR. O’HAIR: Mr. Carmell, a recent survey shows that 41,900,000 people | 


in this country have benefited since 1939. Included in that group are many J 


members of labor unions and 9,000,000 farmers. The survey also shows that 
some. 19,000,000 are in worse financial shape than they were in 1939. Now, 
it seems to me, that since stability or security is a desire of most laboring | 
men, most white collar men, that if some scheme can be devised whereby | 
they are assured of a stable income, our strikes would largely disappear from 
the picture. 

MR. CARMELL: There is no question about that. But, families earning 
less than $2,000—30 per cent of all the American families—which have 


already exhausted their savings; the next group is about to exhaust its sav- | | 


ings; and in this economy of ours the only group that is maintaining savings 
is the managerial and professional groups. There you have a serious problem 
indicating depression. 

MR. O’HAIR: Mr. Carmell, wages are at an all-time high. The last 
reported figures show that they average about 59 dollars and 43 cents per | 
week. i | 


‘Prices and Wages Lag Behind Profits’ 


MR. CARMELL: That is correct. But prices and wages are still lagging ||} 


behind profits, because, instead of reduction of the price level, management — 


maintains profits at a high level, so that the increase in wages doesn’t come Hl | 


up to the price level. 


MR. O’HAIR: Do I understand you to mean that wages follow price | 
increases ? | 


MR. CARMELL: No, no, I say that wages are lagging behind living costs | | 
and price increases. . 


MR. O'HAIR: Then they must follow price increases if they lag behind. 


MR. CARMELL: No, price increases are ahead. It is the Pfice increase ; 
and the profit level that requires us to ask for more money. We are always 


behind. We make our contracts at least a year or two in advance, and when _ 


we make our contracts we think we have about come close to approximating . 
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the cost of living, then shortly thereafter and for the next year prices go up 
and we are behind. 


MR. KLINE: In other words, Mr. Carmell, if it were possible to have 
just a slight decline in the general price level so that everybody’s real wages 
at current bases of income were increased slightly then labor would be very 
happy not to ask for price increases? 

MR. CARMELL: That is exactly correct. If we could maintain our pur- 
chasing power so that the dollar will buy a dollar’s worth of goods, we 
would be very happy. 

MR. ROBINSON: There is nothing like a fact to spoil an argument, but 
here is a fact that I think would be useful. If you look at the total of wages 
and salaries, if you look at the record of profits, there has been little change 
in the relative share of wages and profits. In general the farm income has 
grown slightly but still it is surprising how little it has grown relatively. 
When we go up, we all go up, and when we come down, we all come down 
very close together. 

MR. KLINE: That brings me to a point that I think is worth a look by all 
American citizens. The share taken by the government for operations inci- 
dent to government and for defense—past, present and future—is a share 
that we can’t distribute as real wages in this country, and as we go higher 
with that expenditure we must recognize that part of our production doesn’t 
add up to real wages. If we spend it as a group, we can’t spend it individ- 
ually to buy refrigerators and other things. 

MR. CARMELL: I agree fully that it is an illusionary prosperity if it is 
based on armaments, etc. 

MR. BUCHANAN: What about this taxation? What provision do you 
think we should make along that line in avoiding a depression, Mr. O’ Hair? 


‘Tax Level Is Not Destroying Incentive’ 


MR. O’HAIR: I think we should approach a realistic attitude toward 
taxes, and that is all taxes—corporate taxes, excess profits taxes and taxes 
upon personal incomes. I think that a rate of tax that is too high is most 
destructive of personal initiative. Nobody cares to work. Everyone loses 
interest. What is the use of making money if they get no benefit? The 
stockholders don’t get it for their investment; their return is only some 3.4 
per cent. A man with $100,000 a year—and that sounds like an exorbitant 
salary—is lucky if he saves $25,000—and that seems like a big salary. But 
they have commitments that you and I probably don’t have, and certainly 
the laboring man doesn’t have. They have a different standard, travelling 
expenses, etc. oe 

MR. ROBINSON: I don’t want to throw some more facts on this debate 
and perhaps spoil it, but here is one fact that is sometimes overlooked in 
the assertion that taxes are spoiling our economy. We are now enjoying a 
higher level of capital formation—and that includes more expenditures for 
capital by unincorporated business than we have ever had before. There is 
no evidence that the present tax level is destroying incentive. 

MR. BUCHANAN: Is that also true on a personal level? 


MR. ROBINSON: Ona personal level it is probably true that direct in- 
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vestments in common stocks are at the present time inhibited by the tax 
structure. However, that does not mean total investment. It means a prefer- 
ence for bonds over common stocks. 

MR. O’HAIR: The return on bonds is somewhere around 214 or 3 per 
cent, which is less than your annual increase in corporate wealth. 


MR. KLINE: One of the things which has certainly helped in this matter 
of capital creation has been the fact that prices have tended to rise so that 
everybody is optimistic. They are not afraid to build a new plant; they don’t 
mind collecting some inventories. Everything is on the upgrade, so all you 
have to do is to be in business. That is a good idea, but should this thing 
turn round again, we might discover a different incident. To come back to 
the tax question, we should think of taxes in terms of what is happening to 
general price levels. It might be a good idea to try to balance the income 
and the outgo of the federal government at about normal employment and 
normal business activity. Then it would in the course of events be inflation- 
ary when prices went down and deflationary when prices went up. 

MR. CARMELL: I think, Mr. Kline, you will probably agree that it was 
a mistake to reduce taxes at the last Congressional session. 


MR. KLINE: I would be one of the few that would. 


MR. CARMELL: And because, I believe, that the surplus should have 
been used to retire the indebtedness of the country. 


‘We Must Watch Debt Reduction’ 


MR. O’HAIR: I think, Mr. Carmell, we get into a question there that is 
highly debatable. The depression in 1929 was largely caused by too rapid 
retirement of the federal debt. If our present debt is retired too fast we are 
going to run into the same difficulties. 


MR. KLINE: The federal debt—being what it is—ought to be handled 
in such a way that it doesn’t contribute unnecessarily to an inflation or a 
deflation. 


MR. ROBINSON: That idea is identified with many forward thinkers in 
the field. The Committee for Economic Development, of course, has spon- 
sored that idea. 

MR. BUCHANAN: What does the farmer think about the prices that 
he is getting and the complaints of many city dwellers that prices are too 
high, Mr. Kline? 

MR. KLINE: A great many farmers are fully aware of the relationship 
of farm prices and costs and what happens in deflation. They now are aware 
that many farm prices have suffered a dramatic drop, the kind of a drop that 
no other price in the economic structure ever takes. They just don’t take the 
kind of a drop that has been thé pattern in the corn price in the last 6 or 8 
months. So the farmer is saying, “I wonder if the costs are just going to stay 
up and we are going to find ourselves with a considerable gross income and 
no net income at all.” 

MR. ROBINSON: While it is true that the drop in farm prices was dra- 
matic, so was the rise a little while earlier. And in general, if we take the long 
view, isn’t it to be expected that with farmers using better technological 
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means that farm prices should have a long-term downward trend to take 
account of lower costs? 

MR. KLINE: Yes, we can do that. On the other hand, the cost of produc- 
tion of farm crops last year was 16.6 billion dollars and our gross income was 
never that much from the sale of all products until 1943, so you can see the 
dilemma that arises if the costs stay up and the prices go down. 

MR. ROBINSON: I agree thoroughly that the farmer is in a very unusual 
position in that farm production does stay up physically. 

MR. KLINE: That’s right. 

MR. O’HAIR: In 1947 the farm income was $17,800,000,000, in 1948 it 
was estimated at $16,500,000,000, and in 1949 it is estimated to be about 10 
per cent less or around $15,000,000,000, and that figure will be four times 
the farm income in 1939. 

MR. KLINE: That is quite right, and in 1939 the farmer was in a rather 
bad way. You are talking in dollar-income, and dollars today are only worth 
50 cents of prewar. 

MR. ROBINSON: Weren't we all in a pretty bad way back in 1939? 

MR. KLINE: Unemployed labor was, Mr. Carmell will tell you. 

MR. CARMELL: Certainly. 

MR. O’HAIR: Mr. Kline, I believe that the dollar in 1939 was valued at 
around 50 per cent. It is probably now 39 to 41 per cent. There has not 
been too large a shrinkage since 1939, about 20 per cent. Farm prices, I don’t 
believe, are down much more than that. 


Inflation and Price Level 


MR. KLINE: I don’t know how you figure the dollar. But in my book 
the general price level has far more variance than the figures you show, and ° 
it is approximately 200 compared with 100 in 1934 to ’38. 

MR. ROBINSON: We haven't brougit in the war, the reason for the 
dramatic change between now and ’39. We had to put a large part of our 
productive facilities into war production. 

MR. BUCHANAN: The war also brought on price control and ration- 
ing. Do you think, Mr. O’Hair, that if we went back to those particular ideas 
we might avoid a depression ? 

MR. O’HAIR: I don’t think we should have either price control or ration- 
ing. I think that perhaps there might be an occasion when we should have 
allocations, but I think those should be industrial allocations. In the case of 
rent, that is a debatable question. 

MR. CARMELL: As far as price control is concerned, unless prices are 
reduced wages will have to go up. As far as the working man ts concerned, 
the reduction of prices is important. Now reduction of prices doesn’t mean 
that they are to be operated at less than a profit, but at a proper profit level. 
We believe that the last two rounds of wage increases could just as well have 
been absorbed by profits of companies rather than put into price increases. 
Let me give you just one or two examples: The cost of the increase in coal 
was 150 million dollars in wages, yet the cost of coal went up 500 million 
dollars. The cost of steel in wages went up 160 million dollars, and the cost 
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of steel went up 640 million dollars or four times the amount of the wage 
increase. 

MR. ROBINSON: Mr. Carmell, you tell us that your laborers are suffer- 
ing, Mr. Kline tells us that agriculture is suffering from a drop in agricul-— 
tural prices, Mr. O’Hair tells us that capital is suffering. Are we, then, in the 
midst of this depression that we are talking about? 

MR. KLINE: It seems to me that we are at the peak of a very great pros- 
perity in America. 

MR. ROBINSON: Exactly. f 

MR. KLINE: Now every group would like to take care of its own inter- 
ests and in the future if we all take good care of them we will all get along 
fairly well. 

MR. CARMELL: Unless, Mr. Kline, our economy is properly managed so 
that each one gets his proportionate and proper share, we are going to topple 
over. 

MR. KLINE: I quite agree, and as for rationing, I don’t believe you can 
do it through treating a symptom by controlling a few prices or a few areas. — 
I am so sincerely concerned that I think we might reduce the total produc- 
tion, and it tends to be reduced in exactly the areas in which we wish to 
increase it. 


‘Production Is Going to Decrease’ 


MR. O’HAIR: There is going to come a time, Mr. Kline, when produc- || 


tion is going to decrease when you get through with your Marshall Plan. 


There are other problems that will arise in that connection. But I think we © 


must recognize that we are overextended in some lines now, that we must 
find some means of stabilizing wages, we must find some means of stabilizing — 
production, and we should assure the wage earners a sufficient income to 
guarantee them against lack of the necessities later. b 
MR. BUCHANAN: That seems to bring up an important point. Are | 
we talking about the next year, the next few years or the next ten or so? 
MR. O’HAIR: These depressions have a habit of creeping up on us over- ~ 
night sometimes like the one in 1907. I think that industry and agriculture — 
and labor ought to get together now and formulate a plan to develop unem- — 
ployment insurance, the furloughing of employees, and other factors that — 
will assure labor purchasing power. If we have purchasing power we have _ 
consumption. 
MR. ROBINSON: I think at the present moment we should deal with th 
problem right in front of us, inflation. I can’t forecast when a depression 
is coming and J just don’t want to try. 
MR. CARMELL: We think that inflation is momentarily apparent by its 
symptoms. We say that the industrial illness is shown by the symptoms, 
and if we are going to treat the symptoms we are not going to avoid a 


depression. We say the seeds, the germ of a depression are presently there m | 


and something must be done to avoid it. 


_ MR. KLINE: J agree that the present problem is inflation. I would throw | 
in this hint of warning. Great deflations start at a time when practically | | 


everyone thinks inflation is ahead. 
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MR. ROBINSON: I feel that I must applaud you on that point, Mr. Kline. 
I concur wholeheartedly. The problem is not the problem of individuals or 
of groups; it is the problem of the economy as a whole to get over an extra- 
ordinarily difficult period. 

MR. BUCHANAN: All your suggestions, gentlemen, it seems to me, 
have a bearing, directly or indirectly, on the problem of avoiding a depression. 

You agree in one major respect, that is, in your belief that measures for 
staving off a depression are often difficult to institute because they may be 
unpalatable to certain people. Our major problem, then, I believe, is the 
integration and cooperation necessary to achieve our goal of adequate living. 
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